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FEDERAL BLUEPRINT FOR 1949 


By JosEPH E. MCLEAN 


Research Associate, Princeton Surveys 


Princeton University 


In its economic program for 1949, the federal government is like any individual, whose every 
expenditure is inflationary. Everything the individual buys—including necessities—adds to inflation- 


ary pressures. The government, however, must also buy necessities. Hence, the great task for executive 


and congressional leadership is the establishment of priorities covering our international, defense 


and domestic programs with a view toward minimizing inflationary pressures, and with a view 


toward providing the conditions under which a private enterprise economy can achieve its goals of 


maximum production and prosperity. 


i THREE recent messages to the Congress, President 
Truman has laid before that body an economic blue- 
print for the fiscal year 1949. In his State of the Union 
Message of January 7, in his Budget Message of January 
12, and in his Economic Report of January 14, the Presi- 
dent has set forth detailed estimates of proposed expendi- 
tures for the next year and in addition has stated in 
general terms the economic and social objectives of his 
Administration. 

Taken together, the messages reflect the staggering costs 
of a world conflict, the complexity of government's role 
in Our economy and its enormous responsibilities, and 
certain dilemmas that must be faced in the solution of 
the major governmental issues of fiscal 1949. The main 
problems are federal expenditures, taxation and inflation. 
And the dilemmas are the somewhat inevitable obstacles 
that make economic planning in a free society an extremely 
difficult and laborious process, and one that must run the 
risks of negative results. 


Expenditures 


The federal blueprint for 1949 calls for total expendi- 
tures of $39.7 billion, an increase of $2 billion over the esti- 
mated expenditures for 1948. They are shown in Table I 
by major area of activity, and by function. 


Table I 


BUDGET EXPENDITURES BY MAJOR PROGRAMS 


(In millions) 





Program 


Estimated Expenditures 





‘IT WAR AND AFTERMATH: 


Ill 


National defense. ....... 
International affairs and finance . 
Veterans’ services and benefits .......... 


SOCIAL PROGRAMS: 


Social welfare, health, and security . 


Housing and community facilities . 
Education and general research . 


AGRICULTURE AND BUSINESS: 


Agriculture and agricultural resources ..... 


Natural resources 


Transportation and communication .......... , 


Finance, commerce, and industry 
GENERAL GOVERNMENT?: 
FINANCE: 

Interest on the public debt ...... 


Refunds of receipts . 
Reserve for contingencies . 


Cf. | Cee ae Ree 





1 Excluding interest on public debt and tax refunds. 
2 Includes expenditures for labor (which total $116 million for 1949). 


$22,911 
10,746 
3,539 
6,632 


ap 


2,150 
1,960 
113 


yy 
/ 


/ 

$ 3,728 
614 
1,179 
1,563 
372 


$ 1,570 


$ 7,369 
5,200 
2,049 

120 
$37,728 


Fiscal 1948 Fiscal 1949 


$24,136 
11,025 
7,009 
6,102 
$ 2,453 
2,028 


WA 


1,990 
200 


$39,669 
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The greatest expenditures in the budget reflect the cost 
of war and its aftermath. In the President's words, 
In the fiscal year 1949, 79 per cent of our 
expenditures reflect the costs of war, the effects 
a future war: 
Affairs — 
Public 


of war, and our efforts to prevent 
National Defense International 
Veterans’ Benefits Interest on the 
Debt — Tax Refunds. 


Proposals for increased spending in the international 
field are primarily responsible for the over-all budget in- 
crease. On a per capita basis the total cost of the federal 
government has risen from $69 in 1939 to $270 for 
1949. But international expenditures in 1939 were merely 
15 cents per capita; the 1949 budget would raise that 
figure to $48. 

In the same ten-year period, national defense has risen 
from $8 per person to $75, and veterans’ benefits have 
increased tenfold. Finally interest on the national debt and 
tax refunds in 1939 represented $8 per capita as con- 
trasted with the 1949 figure of $49. The most searching 
revicw of these estimates by congressional committees will 
do little to change these figures, except perhaps in the 
case of proposed expenditures under the so-called Marshall 
Plan. 


In the non-war category, 21 per cent of the proposed 
expenditures would finance the government’s programs 
in the broad areas of social welfare, housing, education, 
research, agriculture, natural resources, transportation, fi- 
nance, commerce, industry, labor, and general administra- 
tion. These expenditures represent a per capita increase 
of only $7 over 1939 —- from $49 in that year to $56 
proposed for 1949. It is probably in these areas that con- 
gressional economizers will seck to make their most sub- 
stantial cuts. 


A degree of reduction in the President’s expenditure 
estimate can result simply because the Congress may not 
carry out all the proposed legislation included in the 
budget. Almost 15 per cent of the present estimate, or 
$5.7 billion, represents the anticipated cost of non-existent 
programs. The major items are as follows: 


Proposal (In millions) 
Universal Military Training sissies OOO 
Other National Defense Suni wd 179 
European Recovery Program. .......... 4,000 
Other International Finance .. aes slater actcaca ie eet eas 507 
Welfare and Health . Ore err 116 
1: LT TN eo CC " Lcipicteslatcsiniaesae 50 
Federal Aid for Education. ..... pisces StS eseeasanaree ane ut ae dice oe ED 
Anti Inflation, Rent Contro! jiniasiaesie i sceastaiogs ie ANS 
abies PPOerty DISS AN secs sccscsaccccecscsctreiscsttattes me 94 


Although the European Recovery Program has not yet 
been enacted, there is general agreement that some expendi- 
tures for this purpose will be made. However, the passage 
of many of the other proposals is not a foregone con- 


clusion, so that in these areas the spending anticipated 
may be considered somewhat premature. 


With respect to spending programs, Congress needs 
to establish priorities. All of the programs merit serious 
consideration, and many are eminently desirable. Some of 
us would lean toward a positive program on housing. 
Others can offer persuasive arguments in favor of one or 
another of the other spending programs. One suggestion, 
however, is that the war must be paid for, and the 
necessary sacrifices must be borne by all groups in the 
community. Congress must also decide which programs 
should have precedence in regard to timing. Some programs 
are necessary, even if they tend to be inflationary, but a 
large-scale government spending program could defeat its 
own purpose if it unwisely and unnecessarily competed 
for scarce materials and scarce labor, thereby adding to 
the inflationary pressures. It may be desirable to postpone 
certain projects until the competition for materials and 
labor is less acute. Certainly, it seems plausible that New 
Deal spending programs were far more justifiable in the 
1930's than they would be in a period of high prosperity. 
It is necessary to conserve financial resources against the 
day when large-scale government spending may have 
greater justification. 


Pressure to increase federal spending comes not only 
from the administration but from non-administration 
sources as well. An illustration is found in recent pro- 
posals of Herman T. Stichman, Governor Dewey’s Com- 
missioner of Housing, who called for a Republican housing 
policy of federal financial aid to states operating their 
own housing programs, with state funds matched dollar 
for dollar with federal grants. In addition, Commissioner 
Stichman advocated federal aid in the clearance of slums, 
both policies being designed to aid the families in the 
lowest income groups. There are similar requests from 
other special interest groups. These may all be eminently 
desirable objectives. But many pressures to embark on a 
host of “desirable” programs at the same time may result 
in a diffusion of effort, in a feeding of the fires of 
inflation, and in a failure to attain worth-while goals. 


The outlook on spending should not ignore the spending 
and tax programs of the 48 states and the 150,000 units 
of local government. Most of our states, and many of 
our local governments, have in view spending programs 
based in large part upon postponements of capital outlays 
due to the war and the increased demands of their citizens 
for governmental services. These spending programs un- 
doubtedly tend to increase the inflationary pressures as far 
as strategic materials and labor are concerned. Again, 
here, we are faced with a problem of priorities. Many of 
the state programs include the expansion of state educa- 
tional and institutional facilities. There is need here for 
a careful consideration by the federal government as to 
how its programs will least hamper the state and local 
levels of government in the attainment of their objectives. 
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Inflation 


The most basic conflicts in the President’s blueprint con- 
ern inflation and taxes. In his Economic Report, he 
points out: 

The nature of the inflation from which we are 
suffering arises in part from the total excess of 
buying power over the available supply of goods 
and in part from relative scarcities at strategic 
points in the economy which give impetus to par- 
ticular price-wage spirals. 

At another point in the same report, and with respect 
to the achievements of the past year, he states: 

With high pay rolls and relatively few work 
stoppages and with a new high record in farm 
income, most of the people were able to enjoy 
a level of consumption far above pre-war 
standards. We were also able to satisfy many of 
the wants for durable consumers’ goods whose 
production had been curtailed during the war and 
to extend the conveniences of life and modest 
luxuries to a larger percentage of our homes than 
had ever shared them in the past. 

And finally, again in the same report, is the statement: 

For balanced expansion, our economy requires a 
larger flow of income to consumers. 


The implication here is that there should be a larger 
flow of real income to consumers. One way out of this 
predicament lies in increased production, and the policies 
of government, wherever possible, should be designed 
to increase production as a check to inflation. 

Specific examples of the same dilemma may be taken 
from the State of the Union Message. At one point, the 
President states: 


We should raise the level of unemployment, 
and old-age and survivors’ benefits. 
This proposal is inflationary on the demand side; it 
would make more purchasing power available without at 
the same time expanding the supply of goods and services. 
Every expenditure is inflationary, however, and the other 
horn of the dilemma lies in the fact that past inflation 
is one justification for increasing such benefits. The same 
observation may be made with respect to the proposals to 
combat erosion, rebuild fertility of the soil, expand the 
reclamation program, improve water supplies, protect and 
restore forests, erect multiple-purpose dams, and develop 
in integrated fashion our great river basins. ““We should 
no longer delay in applying the lessons of that vast (Ten- 
nessee Valley) undertaking to our other great river basins’. 
These undertakings are eminently desirable in varying 
degree. All, in some degree, are at this time inflationary, 
especially on the demand side. 
Other features of the President’s program may be de- 
scribed as inflationary, such as the continuance of price 





support for major farm commodities and crop insurance. 
In all of these programs, the government is much like 
any individual, whose every expenditure is in a sense 
inflationary and who must thereby make a series of choices 
with respect to his necessary spending. Everything the 
individual buys — including necessities — adds to infla- 
tionary pressures. The government also must buy necessities. 
The major question is one of priorities. One criterion 
here may be suggested. Expenditures affecting only services 
would not seem to be as inflationary as those affecting 
critical materials. Government programs affecting the latter 
— such as the proposed St. Lawrence seaway project — 
should be carefully reviewed as to whether they should 
be undertaken now or postponed. 


Taxation 


In the tax field, it is also possible to point to certain 
contradictions in the Federal blueprint for 1949. But it 
is perhaps worth mentioning at the outset, that recent 
estimates of receipts have not been notably dependable. 
This may be due in part to conservation carried to the 
point where it is divorced from reality and in part to 
the interrelationship of inflation and personal income with 
tax rates and receipts. Whatever the main cause, the effect 
has been rather consistent. As Table II indicates, the 
record casts some doubt on the reliability of the present 
estimates of $44.5 billion for 1949 receipts. 


TABLE II 
RECEIPTS OF THE FEDERAL GOVERMENT 
(In billions) 








Budget Date of Actual 

Estimate Estimate Receipts 
1943 $16.5 January, 1942 $22.3 
1944 33.1 January, 1943 44.1 
1945 40.8 January, 1944 46.5 
1946 30.1 After Proposed Tax Cut 43.0 
1947 41.5 January, 1946 43.3 
1948 38.9 January, 1947 45.28 





a Estimated as of January, 1948. 


The President estimates $23,322 million as receipts 
from direct taxes on individuals, which would be the 
highest collection in our history, and $10,158 from direct 
taxes on corporations. He states, in his budget message: 

The estimates assume continuation of the pres- 
ent high levels of business activity and incomes, 
continued full employment, and stable prices close 
to the present level. These assumptions presuppose 
an effective anti-inflation program. 

The President’s proposal of a cost-of-living tax credit 
of $40 to each individual taxpayer and additional credit 
of $40 for each dependent would mean a reduction in the 
estimate of personal income taxes, but this would be offset 
by a corresponding increase proposed in corporation taxes. 
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Many observers have already ridiculed this tax proposal 
as plain politics. Certainly, if the present inflation is due 
to excess purchasng power, this tax reduction plan is 
inflationary. It places extra purchasing power largely into 
hands that will spend it most speedily; at the same time, 
if the idea of incentive taxation has any validity, it fails 
to aid those who must initiate production by expanding 
investment. It grants a relatively insignificant tax cut to 
these groups and then indirectly penalizes them through 
an increased corporate tax to the extent to which the in- 
creased corporate tax is not passed on to consumers. There 
is an additional criticism of the administration’s tax pro- 
posal: If shifting of the tax burden occurs, shifting of 
the additional corporate income tax to consumers would 
mean higher prices. These prices would be paid by the 
very people who are supposed to benefit from the tax cut. 
If the corporate tax is not shifted, there will be fewer 
dividends paid out than otherwise, or there will be fewer 
corporate savings. Furthermore, dividend recipients fall 
into all income classes. Half of all corporate dividends are 
estimated to go to those with incomes under $5,000. If 
corporate savings are lowered, what happens to the idea of 
increased investment looking toward increased production? 


In this regard the President makes a suggestion which is 
not easy to reconcile with his recommendation for in- 
creased corporate taxes. In his State of the Union Message, 
“At least $50 billion should be invested by 
industry to improve and expand our productive facilities 
over the next few years.” He also points out: “Profits of 
corporations have reached an all-time record in 1947. Cor- 
porate profits totaled $17 billion after taxes.” An objective 
is here set forth without any suggestion as to implementa- 
tion. If savings are to be accumulated and if these savings 
are to be invested in capital equipment, federal policies 
should encourage savings and investment. Critics may 
point out that the President’s message, in calling for a 
negligible tax cut for savers and a tax increase for corpo- 
rate enterprise, suggests the opposite. 


he states: 


There is one school of fiscal philosophy which advocates 
heavy government expenditures and low taxes in depression 
years and, conversely, lowered government expenditures and 
high taxes in years of prosperity. According to these 
tenets, since we are in a period of high national income, 
it would seem logical that we continue high rates of taxa- 
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tion, but that we minimize government expenditures wher- 
ever possible, and we reduce as rapidly as possible the 
staggering public debt. This is a policy which not only 
calls for a certain degree of political courage but a great 
degree of public acceptance, both of which are difficult in 
our political system. Under present circumstances, it is 
probably a far more tenable political position to reduce 
taxes at least by the amount of expenditure reduction 


possible. 


Conclusion 


For many reasons, the Federal blueprint for 1949 cannot 
be a true blueprint. It is not alone this matter of taxes and 
inflation. Much depends upon the success or failure of 
specific policies. For example, criticism has been made of the 
Truman policy of containment of Russia, and it has been 
suggested that the costs of our international policies may 
rise far above our budgeted estimates. The same kind of 
thinking might also be applicd to our domestic programs. 

The current tendency to present twenty- or thirty-point 
programs without establishing the degree of urgency that 
may be attached to each item, results in a blurring of the 
blueprint. There is a definite need for bringing the blue- 
print into sharper focus by establishing priorities on the 
various programs, by realistically setting up a few sharply 
defined and attainable objectives. This is a task for execu- 
tive and congressional leadership. 

In the light of current world and domestic conditions, 
including many imponderables, some priorities are herewith 
suggested: 

(1) Decision in regard to our responsibility and capacity 
to implement the so-called Marshall Plan. 

(2) A realistic tax program, geared to finance the gov- 
ernment, provide for the national defense and maintain the 
vigor of an enterprise system that will achieve its goal of 
maximum production and prosperity. 

(3) Careful re-examination of essential domestic pro- 
grams, in regard to their urgency, their impact on the 
economy in an inflationary period, and our capacity to sup- 
port them fiscally and administratively. 

A non-partisan approach to our fiscal policies, in both 
their domestic and international aspects, if necessary, if we 
are to pay the cost of one war, avert another, and at the 
same time maintain a strong and stable domestic economy. 
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